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TABLE I 


All Value in Million U.S. $ Exchange Rate a5 of 3/31/72 
unless otherwise stated. U.S. $1.00 = M387.10 


% Change 1971 


KEY ECONOMIC INDICATORS: KOREA 





Item 1969 1970 1971 
Compared 1970 
INCOME, PRODUCTION, EMPLOYMENT 
BOK Daily Average Exchange Rate, M per $ 288.1 310.6 347.7 11.9 
GNP at Current Prices, Million $ 7,106 8,197 8,952(p) 
GNP at Current Prices, Billion won 2,047 2,546 3,113 22, 3* 
GNP at Constant (1965) Prices, Mil. $ 4,922 5,359 5,904(p) 
GNP at Constant (1965) Prices, Bil. won 1,306 1,422 1,567 10. 2# 
Per Capita GNP, Current Prices, US$ 231 262 281 
Per Capita GNP, Current Prices, won 66,545 81,295 97,732(p) 20. 2# 
Fixed Investment, Current Prices, Mil. $ 1,900 2,098 2,080 
Fixed Investment, Current Prices, Bil. won 547 652 723 11.0* 
Indices: (1965) = 100 
Industrial Production 245.6 286.6 339.9(p) 18.6 
Avg. Industrial Labor Productivity 161.7 184.1 217.2(p) 18.0 
Avg. Wage in Mfg. (Nominal) 225.0 282.4 340. 3(p) 20.5 
Employment (1,000 persons) 9,347 9,574 9,708 1.4 
Avg. Unemployment Rate (2) 4,8 4.5 4.5 - 
MONEY AND PRICES 
Money Supply, Current Prices, Mil. $ 756 987 1,038 
Money Supply, Current Prices, Bil. won 218 307 361 17.7* 
Public Debt Outstanding)/ 1,717 2,154 2,683(p) 24.6 
External Debt Service Ratios’ (#) 19.4 33.0 28.1(p) - 
Interest Rates, Comm'1 Bank Avg. (%) 22.0 2 Be 20.7 ~ 
Wholesale Price Index, 1970 = 100 91.6 100.0 108.6 8.6 
Seoul Consumer Price Index, 1970 = 100 88.7 100.0 111.9 11.9 
BALANCE OF PAYMENTS AND TRADE 
Gold & For. Exch, Reserves 552.9 586.9 538.0 -8,3 
Net Goods and Services -794.4 -802.7 -1,019.3(p) 27.0 
Balance of Trade -991.7 -922.0 -1,058.1(p) 14,8 
Exports, FOB 658.3 882.2 1,132.2(p) 28.3 
To U.S. 315.7 395.2 531.8 34.6 
Imports, CIF 1,823.6 1,984.0 2,394.3 20.7 
From U.S. 530.2 584. 8 678.3 16.0 
U.S. Share of Market 29.1 29. 28. “4,1 


Main Imports from U.S. (CIF, Thousand M/T, US$ Million, 1971): Wheat, 1,320 M/T, $92.6; Raw Cotton, 
120 M/T $50. 5; Rice, 451 M/T, $74.5; Electrical Machine 2.6; Non-electrical Machine 0; 
Transport LL ak oe and Steel Scrap, 547 nerd» § 2; Animal Feeds, 318 wr $38, ‘a 
yee Maize, 304 M/T, $22.0; Animal Fats 65 M/T, $15.4; Plastic Materials, $15.3; Lumber, 349 M/T, 
Main Exports to U.S. (FOB, US$ Million, 1971); Textile Garments, $198.5; Plywood, $119.3; Wigs, 
$50.3; Electrical Machinery, $43.5; Footwear, $30.2; Textile Yarn and Fabrics, $23.6; Iron and Steel 


Sheet, $17.2; Non-electrical Machinery, $6.8; Fish and Fish Preparation, $3.5; Prepared Vegetables 
(Mushrooms), $3.1. 


See Page 3 for footnotes, 





Footnotes to Table 1. Key Economic Indicators: Korea 


* GNP figures express value of physical output during the year. Percentages comparing 1970 with 
1971 performance are computed on won basis only. This reflects actual developments and avoids 
distortions (due to cheapening of dollar value of output from one year to next by floating ex- 
change rate) which would occur in dollar based computations, 


1/ Consists primarily of external debt; therefore, expressed in dollars, 


2/ Mission estimate: Includes payments on all debt of one year and more maturity as % of exports 


(i.e. Service earnings excluded from calculation). 
p = Preliminary. 


Source: Bank of Korea, Economic Planning Board, 








SUMMARY 


Opportunities exist for U.S. exporters to increase their share of the 
Korean market in 1972 despite a slowdown in the rate of growth, if they 
make intensified sales efforts to take advantage of changes in interna- 
tional currency alignments. Agricultural goods, steel scrap, raw materials 
and machinery are the most promising categories. Investment possibilities, 
especially for export production or in basic industries which will enhance 
development of self defense capacity, are brighter in view of new Govern- 
ment emphasis on foreign direct investment to supplement loans as a source 
of foreign capital. Although the economy is undergoing a period of 
readjustment in 1972, real Gross National Product for the year is expected 
to rise eight to nine percent. 


Simultaneous unanticipated external developments, balance of payments 
pressures and chronic internal structural deficiencies contributed to 
an economic slowdown of the heretofore rapidly growing Korean economy. 
The slowdown began around the third quarter of 1971 and is continuing 
through the first half of Egle. The Government has announced several 
policy measures to essaute activity without encouraging inflation. 
Long run progress toward more stable conditions for economic growth, 
however, will continue to depend upon success in (1) achieving price 
stability, (2) increasing the share of investment financed by domestic 
savings, and (3) improving net foreign exchange earnings by enlarging 
the share of total export value occupied by domestic inputs. In spite 
of the slowdown in the fourth quarter real GNP rose 10.2 per cent 

in 1971. 








A. CURRENT ECONOMIC SITUATION AND TRENDS 


Korea's economy is undergoing a period of readjustment in the first half 

of 1972 under the combined influence of a large balance of payments deficit, 
external pressures, a domestic business slowdown, and structural problems 
associated with the rapid growth experienced during the Second Five-Year 
Plan (1967-1971). Nevertheless, Korean government economic planners 
anticipate a second half improvement that will allow an eight or nine 
percent gain in real Gross National Product for the year as a whole. 


As the first year of the Third Five-Year Plan, 1972 was to have been a 
year of smooth transition from the high but overheated growth during the 
Second Plan to lower but more sustainable rates. These would lead to 
broad improvements in agriculture, heavy industry, living conditions 

and income distribution by 1976. Recent events, however, have tended 
instead to highlight basic challenges to be faced during the Third Plan 
period: containing inflation, increasing domestic savings, overcoming 
chronic payments deficits, and broadening the managerial capacity of 
Korean industry. 


In the early part of 1971 brisk business conditions indicated GNP growth 

for last year would be several points above the 10 percent which had been 
planned. The activity was due in part to business anticipations of 

expanded demand associated with the presidential election in April when 
President Park Chung Hee was selected for a third four year term by 

53 percent of the ballots cast. Unlike past campaigns, however, the 
Government did not significantly relax its tight money policy, and 

domestic credit growth and government spending gains were less than expected. 
The May National Assembly elections, in which President Park's Democratic 
Republican Party won 113 seats over 89 for the opposition New Democratic 
Party were followed by a 13 percent devaluation of the won on June 26 

from 328.15 to 370.80 per dollar. Imports during the first half boom in GNP 
were growing at over twice the 1970 rate, leading to a projected annual 
trade deficit nearly $400 million more than the expected $800 million. 


Despite the Government's attempts to curb inflation and the existence 

of a floating system allowing continual adjustments to the exchange 
rate, domestic price levels had risen more rapidly than foreign prices. 
The devaluation was a partial measure to cut the heavy demand for artifi- 
cially cheap import goods, while enhancing the export competitiveness 
mandatory for improving foreign exchange earnings. Although the rate was 
held at 370.80 until December when it was again allowed to float, a 
cost-price squeeze was the fruit of the devaluation. Industries using 
imported materials found their costs higher as inventories stockpiled 
before the long-awaited devaluation were drawn down. In many cases 
domestic import substitutes were not available. Firms which had benefited 





two to five years earlier from easily obtained, low interest foreign 
loans found their won requirements for repayment suddenly and significantly 
increased. The Finance Ministry's firm hand on the money supply and 
limitations on domestic credit expansion precluded loan transfusions in 
the amounts that would have been necessary for economic activity to have 
continued at the earlier rate. In the short run, business sought recourse 
in the high interest (30-60% per year) private money market, and in 
lengthening out payments due suppliers, and looked for ways of improving 
profitability as a long run solution. Korean corporate financial custom 
of relying much more on borrowings than on equity capital or retained 
earnings, makes business firms particularly vulnerable to liquidity 
shortages. In the Korean context, therefore, the tight money policy 

aimed at curbing excessive demand while allowing soundly based growth 

may be too severe and induce an across the board business slump in the 
process. During the second half of 1971 the excess capacity developed 
during and before the 1969 investment boom became progressively more 
difficult to carry as interest payments grew more and more burdensome 

in the face of the cash squeeze. An unseasonal slowdown developed in 
several sectors, although some continued to do well, and an absolute 
decline for the first time in several years in construction starts occured. 
Import restraints introduced in the third quarter helped in reducing the 
size of the trade deficit but at the same time contributed to the slowdown 
by curtailing raw material supplies to the financially strong as well as 
to the weak sectors. 


In addition, the uncertainty of the atmosphere following the announcement 
of the temporary import surcharge, and the new U.S. economic policy 
measures together with the revaluation of the Japanese yen and the 
unsettled state of the international monetary situation during the latter 
part of the year helped cause Korea's export drive to stumble. At year 
end exports ($1,132.2 million, f.o.b.) were some 4.9 percent below 
expectations, while imports ($2,190.3 million, f.o.b.) were still 10 
percent above the planned level. 


Table II summarizes balance of payments trends. The 1972 Overall Resource 
Budget ORB) (the detailed economic program prepared each year within the 
general Five-Year Plan framework) projection incorporates a reduction in 
both export and import goals from those of the Third Five-Year Plan. Even 
with these reductions, the current account deficit may be as much as 

$915 million, $100 million higher than planned in the ORB, unless export 
earnings rise more than expected. 








WABLE II. BALANCE OF PAYMENTS 1970-72 


Source: BOK Global Balance of nts: ORB Unit 1,000 ,000 
Actual Preliminary ORB 
Item 
1970 1971 1972 
Exports (F.0,B.) 882.2 1,132.2 1,435 
Imports (F,0.B, ) 1,804.2 2,190.3 2,384 
Net Trade -922.0 -1,058.1 -863 
Net Receipts for Services 156.3 129.4 47 
Net Investment Income -37.0 -90.6 -146 
Net Goods and Services -802.7 -1,019.3 =-962 
Net Transfer Receipts 180.2 173.5 147 
Net Current Account -622.5 - 845.8 =-815 
Net Capital (=#1+2+3) 672.7 784.2 820 
1. Long-Term Arrivals (1 year and above): 
Public loans, 3 years and above 217.0 317.0 } 737 
Commercial loans, 3 years and above 371.5 331.6 
Trade Credits, 1-3 years 3252 49.3 58 
Bank Loans, 1-3 years 25.0 89.5 70 
Foreign Direct Investment 65.2 42.9 55 
2. Long-Term Repayments -221.2 -235.3 -260 
3. Net Short-Term Capital (Under 1 year) 184.1 189.2 160 
Changes in Foreign Exchange Holdings - 34.0 48.9 <5 
(Minus sign shows increase) 
Errors and Omissions -16.2 12.7 - 
Foreign Exchange Holdings 583.5 534.6 540 


Further uncertainty was introduced in early December with the declaration 
of a national emergency and the passage of a Special Measures Law providing 
emergency presidential powers to deal with economic and political matters. 
Time has shown that the Emergency Declaration was essentially a device to 
put the nation on the alert against military contingencies, in view of the 
international political situation, and no economic measures have been taken 
under the special legislation. The slowdown also contributed to the watering 
down by the National Assembly of the Government's tax reform bill at the 
end of 1971. This will reduce rather than increase the tax burden relative 
to GNP, which means the Government's ability to contribute towards domestic 
savings is lessened. 


The overall impact of domestic and external influences in 1971 was a dimuni- 
tion of the ebullience which has characterized the Korean economy in recent 
years. Nevertheless, real GNP grew 10.2 percent. Table III, which shows 
production trends for selected agricultural, mining and manufactured goods 
over the past three years, illustrates the sectoral pattern of the slowdown. 


Food grain production declines in 1970 and 1971 stand out as the reason for 
agricultural growth averaging less than one percent. A slackening off is 
evident for many items, with actual declines in the production of urea fer- 
tilizer, motor vehicles, and synthetic fabrics. The steel industry does 

not present a clear trend as steel sheet production rose in the third quarter 
while the output of ingots, wire and pipe declined. 





TABLE III, PRODUCTION OF MAJOR ITEMS 1969-71 





% Change, 

1969 1970 1971 170-171 
Food Grains, 1,000 MT 72737 7,476 7,274 -02.7 
Portland Cement 1,000 MT 4,828 5,821 6,872 18.0 
Anthracite Coal 1,000 MT 10,273 12,394 12,785 03.1 
Electric Power Generated, Mil. KWH 7,700 9,167 10,540 14.9 
- (For Industrial Use) 5,013 6,071 6,813 12.2 
Plywood, 1,000 M@ 978 1,126 1,375 22.1 
Urea Fertilizer 1,000 MT 664 720 669 -07.0 
Sewing Machines, Units 114,225 107,523 124,703 15.9 
Cotton Fabrics, 1,000 M@ 191,720 186 , 360 230,526 23.6 
Synthetic Fabrics, 1,000 M* 96,480 117,852 110,056 -06.6 
Sweaters, 1,000 Units 28,544 36,993 49,073 32.6 
Bunker C Oil, 1,000 KL 3,618 5,513 6,576 19.2 
Telephones, Units 95,641 96,402 121,505 26.0 
Motor Vehicles, Units 45,343 41,325 34, 884 -15.5 
Steel Ingots, 1,000 MT 416 480 471 -01.8 
Rolled Steel Products 1,000 MT 900 1,164 1,290 11.0 
Radio and TV Receivers, Units 706,164 1,017,838 1,155,248 13.5 





The Government's major economic policies for 1972 focus on means of imple- 
menting the stabilization program and limiting the money supply increase to 

20 percent, bettering the foundation for agricultural sector development, 
increasing heavy and chemical industry investment, expanding social overhead 
capital, enhancing scientific research capabilities, and improving the balance 
of payments. Steps already taken to cope with the current slowdown include: 


-accelerated expenditure of construction and housing funds; 
-—deceleration in collection of advance tax payments; 

-liberalized depreciation system; 

-intensification of informal measures to prevent price increases 
above March 6 level; 

-reduction of interest rates to decrease burden now borne by business; 
-establishment of ten billion won fund for long term, low interest 
business loans; 

-increase in short term fund availability through greater use of 
discounted commercial bills and warehouse receipts; 

-efforts, including liquidation of insolvent or unsound firms, 

to improve general managerial capability of Korean business; 
-—drive to eliminate corruption by administrative officials. 


The stimulatory measures now being implemented are expected to lead to 
recovery of the lagging sectors by mid-year or soon thereafter. Some 
additional measures which have been planned, such as the inauguration of a 
short-term commercial paper market, require approval of the National Assembly, 
whose next regular session is scheduled in September. The political outlook 
is for continued stability over the next several months. 
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B. IMPLICATIONS FOR THE UNITED STATES 


Although their respective shares dropped slightly in 1971, Japan and the 
United States remain the predominant suppliers to the Korean market, in 
millions of dollars: 


19 0CtCtiat(‘ét CC® 


70-71 
Commodity Imports, c.i.f.* 1,823.6 1,984.0 2,394.3 20.7 
1. From Japan 753.8 809.3 953.8 17.8 
2. From U.S. 530.2 584.8 678.3 16.0 
3. From W. Germany 78.9 67.2 73.7 -9.7 


Categories of import funding are Korea's own foreign exchange earnings (KFX), 
foreign loans, aid, property claim (PAC) payments from the 1965 normalization 
settlement with Japan and others, largely humanitarian donations. The com- 
parative contributions of the U.S. and Japan are shown below, in millions 

of dollars (percentages indicate share of each major category held by 

U.S. and Japan): 


1969 2 1970 &2 19 & 

Imports Funded By 
KFX, Subtotal 1,052 1,230 1,595 

From U.S. ie.l eee CU CUE COCO 

From Japan 466 44.3 537 43.7 666 41.8 
Loans, Subtotal 476 4,00 5hl 

From U.S. > a ie a ee ee 

From Japan 229 #6.1 155 3.6 236 &h.0 
AID, PAC+Others, Subtotal 296 258 

From U.S. 225 76.0 225.3 63.8 194 75.2 

From Japan 59.2 20.0 117.5 33.3 49.4 9.1 


Import requirements for 1972 have been lowered some $300 million from 
earlier estimates to $2,553 million, of which $1,640 million is to be 

KFX funded. Whether imports can be kept to the desired level for the 
year is questionable, since price gains alone will account for much of 
the increase contemplated. Import growth of 9-10 percent appears likely. 
The U.S. share of the Korean market probably will increase slightly above 
the 1971 level. Nevertheless, several factors could lead to a significant 
improvement of the U.S. share. The changed relationship of the yen and 
dollar will make some Japanese goods less competitive with American 
products than before. 


* All import data shown in this section are customs clearance figures, 
c.i.f. basis whereas those shown in section A are adjusted to f.o.b. basis 
for balance of payments presentation. 
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Increases in planned deliveries of PL 480 and other agricultural commodities 
on concessional loan terms may offset declines in these and other goods 
which had been expected as grant economic aid came to an end. For example, 
arrivals under PL 480 aid in 1972 are estimated at $188.7 million, compared 
to $135.7 million in 1971. There may be additional opportunities for U.S. 
suppliers if Korea succeeds in obtaining incremental concessional aid from 
the U.S. or international financial institutions, which was being discussed 
in February and March. The Korean Government had indicated that $200 
million of additional long term foreign exchange credit would be needed 
during 1972. As a result of several causes, including restrictions on 
textile shipments, exports are now expected to be lower than estimated for 
1972 in the Third Five Year Plan, while imports will be a little higher. 
The additional credit, if obtained, will help maintain the Plan's schedule. 


Settlement of the U.S. dock strike will allow exporters to attempt to 
recapture trade lost during 1971. Aggressive sales efforts on the part of 
American businessmen to exploit changed market conditions resulting from 
last year's international monetary rearrangements could be even more 
important in enlarging U.S. exports to Korea. Trade gains of from $23 
million to $46 million from the currency realignments have been estimated 
as possible assuming U.S. firms will provide personal salesmanship backed 
by competitive prices and credit arrangements, servicing follow-through, 
and expanded advertising. 


Agricultural products, and industrial raw materials and machinery form the 
bulk of Korea's leading import categories, as shown in the following table. 


TABLE IV, MAJOR SOURCES OF COMMODITY IMPORTS 1970-71 


sncieeaeimmmriat it inca ic il a 
U.K., Canada & 


Commodity us. Japan W. Germany 
conditionnel 
Wheat 73.8 92.6 0.3 - - - 
Raw Cotton 60.7 8.8 1.5 106 - - 
Rice 74.4 74.5 70.5 69.6 - - 
Electrical Machinery 39.6 62.6 56.3 62.9 24.6 21.7 
Non-Electrical Machinery 60.1 55.0 147.4 177.8 41.2 52.4 
Transport Equipment 16.8 40,3 99.4% 87.3 16.1 27.5 
Iron & Steel Scrap §2.1 38.2 6.0 12.1 0.3 - 
Animal Feeds 17.9 28.5 0.5 0.6 + - 
Maize, Unmilled 14.7 22.0 0.4 0.6 - - 
Animal Fats (Excl. Lard) 10.3 15.4 ~ 0.4 - 
Plastic Materials 16:2 2543 17.9 27.9 0.2 0.6 
Sawlog & Veneer Logs 9.0 13.5 Lik 0.9 - ~ 
Pulp 22.6 14.1 2.0 6.8 2.3 6.9 
Wheat & Meslin Flour 2.4 9.1 - 0.6 - - 
Soya Beans 3.5 8.9 ~ - - ~ 
Milk and Cream, Dry only 6.1 8.8 - - - - 
Natural Phosphates 8.1 8.2 0.1 - - - 
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The U.S. plays a major role in supplying agricultural goods, partly due to 

PL 480, and raw materials. Declines in steel scrap and wood pulp imports 
in 1971 can be accounted for by the dock strike, and recovery of this market 
is probable since the U.S. has been a price leader in these items. Invest- 
ments in Korean factory facilities for export production by U.S. and Japanese 
electronic firms strongly influence imports of electrical machinery and parts. 
Increases in imports at the expense of U.S. suppliers of non-electrical 
machinery and chemicals by Japanese and European firms reflect the need for 
intensified U.S. efforts in these lines. Imports of sophisticated transport 
equipment, for which the U.S. is competitive, were probably coincidentally 
bunched in 1971, and unlikely to be repeated in 1972. Products which have 
been identified as promising for the U.S. in view of currency realignment 

are pulp (SITC 2510); polyacriol nitrite (SITC 2662); resins (SITC 5811); 

and various specialized types of machinery such as pumps, compressor, marine 
steering equipment (SITC 7190); and instruments (SITC 7295). 


In spite of interest on the part of government policy makers in diversifying 
export markets, the U.S. market will remain as the primary source of Korean 
export earnings. Plywood shipments in the early part of the year were one 
third greater than for the comparable period of last year. Cold rolled 
steel sheet exports to the U.S. appear likely to increase substantially 
this year. As the quantity of textile exports, except for silk, is now 
subject to quota controls, price increases for the restricted supply of 
textiles will partly offset the anticipated decline in earnings below Third 
Five Year Plan targets. Substantial increases in exports of footwear and 
electronic goods to the U.S. are expected. This will be the case for any 
items capable of creating market disruptions: fearing eventual imposition 
of quotas, Korean exporters will race to establish large base year records. 


Although lower level bureaucratic obstructions, labor demands for benefits 
in excess of productivity gains and occasional criticism of foreign invest- 
ment by some politicians still do occur, economic developments in 1971 set 
the stage for improvements in the investment climate. Balance of payments 
difficulties heightened the awareness by senior officials of the benefits 
of equity investment as a source of foreign exchange. In recent months 
President Park has twice instructed officials to do their utmost to encourage 
more foreign investment; once immediately after the Emergency Declaration 
and later at an export promotion meeting of Korean diplomats. Coordination 
at the policy level has increased as officials in the concerned ministries 
have begun to examine procedures which affect a foreign investor's operating 
conditions once his project is underway; previously attention had been 
concentrated on the inducement phase. Discussion meetings between foreign 
investor representatives and a group of Vice Ministers have been held on 
this subject since early in the year. The Government's new emphasis should 
add to Korea's attractiveness as a site for foreign investors, especially 
those producing for export. On the other hand, import restrictions and use 
of special industry legislation as a means of control create problems for 
large foreign investors producing for the domestic market. Nevertheless, 
the current and long run opportunities as well as the investment environ- 
ment continue to make Korea one of the most attractive investment prospects 
among developing countries. 
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